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Tf the contract with tha payor is based on fee for service, your
person.... vill certify patient as eligible, authorize adnission,
length ¢t .ay and modality based on protocols agreed to between
you and payor. If the contract with the payor is based on a
capitated rate, your personnel will certify the patient au
eligible but the individual provider would control admigsion,
length of stay and modality.

Section 501(c) (3) reads, in part, as follows, "Corpcrations,
and any community chest, fund, or foundation, organized and
operated exclusively for religious, charitable, scientific,
testing for public safety, literary, or educationa:
purposes, *han ‘

Section 502 reads, in part, as follows, "An organization
operated for the primary purpose of carrying on a trade or

business for profit shall not be exempt from taxation u -

section 501 on the ground that all of its profits are payable to

one or mure organizations exempt from taxation uider re-tion
501, %kk 0 . ' )

The Income tax reqgulations read as fo.lows, "1.502-1 Feeder
orgainizations.

(a) In the case of an urganization operated for the primary
purpose of carrying on a trade or business for profit, axemption
is not allowed under section 501 on the ground that all (',
profits of such organixation are payable to one or more
orgarizatjions exempt from taxation under section 501. In
detertining tha primary purpose of an orianization, all the
circumstances must. be considered, includ ng the size and extent
orf the trade or business and the size and axtent of those
activities of such organization which are specified in the
aprlicable paragraph of section %01,

(b) Xf a subsidiary oryanization of a tax-exempt
organiza%iern wvould itself he exenpt on the ground that its
act.vities 4. \ an integral part of the exempt activities of the
parent organi.xtion, its exemption will not be lost because, as a
matter of acuoiating batween the two organizations, the
subsidiary Jderives a profit from its dealings with its parent
organization, for example. a subsidiary organization which is
operated fur the sole purpose of furnishing ulectric power used
by its parent organization, a tax~exempt educational
organization, in carrying on its educational activities.

Howaver, the subsidiarX organization is not exempt from tax if it
is operated for the primary purpose of carrying on a trade or
business which would be an unrelated trade or business (that is,
unrelated to exempt activities) if regularly carried on by the




parent organization. For example, if a subsidia-y organization
ia operated primarily for the purpose of furnishing e.ectric
power to consumers other than its parent organization (and the
parent’s tax-exempt subsidiary organizations), it is not exempt
since such business would be an unrelated trade or business it
regularly carried on by the parent organization. Similarly, it
the organizztion is owned by several unrelated exempt
organizations, and is operated for the purpose of furnishing
electric power to each of them, it is not exempt since such
husiness would be an unrelated trade or business if regqularly
carried on by any one of the tax-exempt organizations. V‘tor

purposes of this paragraph, organizations are related only it
they consist of:

(1Y A parent organization and one or more of its subsidiary
organiz»tions: or

e

(2) Subsidiary.organizations having a common parent
organization.

An exempt organization is not related to another exempt

orqanization merely because they both engage in the «ame type of
erompt activities.®

You are controlled by several unrelated exempt
orgenizations, and are operated for the purpose of soliciting
agreements to provide alcohol and other drug treatment and
prevention and other mental health treatment services through
these exempt ocrganizations. You are similar to the organization
described in the feeder regulations that is owned by several
unrelated cxempt organiratioss for the purpose of furnishing
electric power to each of them that is not exempt.

fou are operated for the primary purpose of selling mental
health coverage on behalf of unrelated exenpt organizations,
which is a trade or business, and are a feeder organization under
section 502 of the Code. Therefore, you can not be exempt from
Federal income tax under section 501.

Accordingly, you do not qualify for exemption as an
ovjanization described in section 501() (3) of the Code and you
must file federal income tax returns.

Contributions to you are not deductible under section 170 of
the Code. -

You have th~ vight to protest this ruling if you believe it
is incorrect. To protest, you should submit a statement of your
views, with a full explanation of your reasoning. This
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statement, signed by one of your officers, muat be submittea
within 30 days from the date of this letter. You also have "
right to a conference in this office after yoir statement is
submitted. You must request the conference, if you want one,
when ycu file your protest statement. If you are to bu
represented by someone who: i not ohe of your officers, that
person will need to file a: 'OPEX. power of attorney and ntherwise
qualify under our Conferance -‘and:Practices Requiraments.

If you do not protllt;thiﬁﬁtullan1n}u*t1h¢1y manaer, it
will be considered by the ‘Internal Revenus Service as a failure
to exhaust available adainistrative remedies. Sec*!on 7428(b) (2)
of the Code provides, 1n?pn:tfﬂthntgl;
.decree under this section lhailfnotﬁbo issued {n any pruceeding
unless the Tax Court, the United states Court of Federal Claims,

T

or the Distrioct Court of the United States for the Dint:t:ihof -
axha

Columbia determines that the organization involved has
administrative remedies available to 4

Raevenue Service.

1f we do not hear from yeu 'within 30 days, this ruling wili
become final and copies will be forwarded to your ¥~y district
olfive. Thereafter, any.gu-utionl“lbout;vour ted. | income tax
status should be address to that office. . Tha appropriate State
Officials wlll be notified of this acti

on in  :cordance with Code
section 6104 (c). i

Aﬁo us with resvect to this

When sending additional letters

oaqes You will expedite thelr receipt by using the following
address: o O Ao
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If you have any questions, please contact the person whosue

name and telephone numher are shown in the headino of this

letter,

Sincerely,

(aigned) I

Chief, Exempt Organizatiouns
cc: Southaast Key Distiaut Technical Branch 5%

COv e

Jtr-\ CLS"“




